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Title  17 — Commodity  and  Securities 
Exchanges 

CHAPTER  II— SECURITIES  AND 
EXCHANGE  COMMISSION 

[Release  No.  13726— Pile  No.  S7-640] 

PART  240— GENERAL  RULES  AND  REGU¬ 
LATIONS,  SECURITIES  EXCHANGE  ACT 
OF  1934 

Provision  for  Notices  by  Self-Regulatory 
Organizations  of  Disciplinary  Sanctions; 
Stays  of  Such  Actions;  Appeals;  and 
Admissions  to  Membership  or  Associa¬ 
tion  of  Disqualified  Persons 

ACTION :  Pinal  rules. 

SUMMARY:  These  rules  prescribe  the 
form  and  content  of  notices  to  be  filed 
with  the  Commission  by  self -regulatory 
organizations  as  required  by  the  1975 
Amendments  to  the  Securities  Exchange 
Act  concerning  formal  and  summary  ac¬ 
tion  taken  by  those  organizations  to 
discipline  their  participants  and  their 
members,  and  members’  officials  and  em¬ 
ployees;  procedures  for  stays  of  disci¬ 
plinary  sanctions  or  summary  suspen¬ 
sions;  appeals  to  the  Commission  from 
disciplinary  sanctions  imposed  by  self- 
regulatory  organizations;  and  the  ad¬ 
mission  to,  or  continuance  in.  member¬ 
ship  or  participation  of  persons  who  are, 
or  members  who  are  associated  with, 
disqualified  persons. 

EFFECTIVE  DATE:  August  15.  1977. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

M.  Moskowitz,  Assistant  Director.  Di¬ 
vision  of  Market  Regulation,  Securi¬ 
ties  and  Exchange  Commission,  Wash¬ 
ington,  D.C.  20549  (202-755-1360). 

SUPPLEMENTARY  INFORMATION: 
The  Securities  and  Exchange  Commis¬ 
sion  today  announced  the  adoption  of 
Securities  Exchange  Act  Rules  19d-l, 
2,  and  3,  and  19h-l  (17  CFR  240.19d-l, 
2,  3,  and  19h-l),  effective  August  15, 
1977  under  Section  6,  11  A,  15,  15A,  17, 
17A,  19  and  23  of  the  Securities  Exchange 
Act  of  1934  (the  -‘Act”)  (15  U.S.C.  78a 
et  seq.,  as  amended  by  Pub.  L.  94-29 
(June  4,  1975)).  These  rules  were  pro¬ 
posed  in  Securities  Exchange  Act  Re¬ 
lease  No.  12561  (June  21.  1976)  and 
were  published  in  41  FR  27004  (June  30, 
1976) .  The  rules  are  adopted,  with  cer¬ 
tain  minor  modifications,  as  proposed. 

The  substance  of  the  Rules  is  as 
follows : 

1.  Rule  19d-l  prescribes  the  form  and 
content  of  notices  that  self -regulatory 
organizations  (“SRO’s”)  for  which  the 
Commission  is  the  appropriate  regulatory 
agency  must  file  with  the  Commission 
concerning  all  final  disciplinary  actions, 
denials  of  membership,  participation  or 
association  with  a  member,  or  prohibi¬ 
tions  or  limitations  of  access  to  services, 
and  summary  suspensions  or  limitations 
of  membership,  participation  or  associa¬ 
tion,  ordered  by  it  as  to  any  of  its  mem¬ 
bers,  participants,  persons  associated 
with  a  member  or  any  other  person. 

2.  Rule  19d-2  prescribes  the  form  and 
content  of  applications  to  the  Commis¬ 
sion  for  stays  of  final  disciplinary  sanc¬ 
tions  and  summary  actions  of  SRO’s. 


3.  Rule  19d-3  prescribes  the  form  and 
content  of  applications  to  the  Commis¬ 
sion  for  review  of  final  disciplinary  sanc¬ 
tions,  denials  of  membership,  participa¬ 
tion  or  association  with  a  member  or 
prohibitions  or  limitations  of  access  to 
services  imposed  by  SRO’s. 

4.  Rule  19h-l  prescribes  the  form  and 
content  of  notices  by  SRO’s  of  proposed 
admissions  to  or  continuances  in  mem¬ 
bership,  participation  or  association  with 
a  member  of  any  person  subject  to  a 
statutory  disqualification  and  applica¬ 
tions  to  the  Commission  for  relief  from  a 
statutory  disqualification. 

References  in  the  rules  and  in  this 
release  to  self-regulatory  organizations 
(SRO’s)  include  all  national  securities 
exchanges,  registered  securities  associa¬ 
tions  and.  depending  on  the  context,  all 
registered  clearing  agencies  or  registered 
clearing  agencies  for  which  the  Commis¬ 
sion  is  the  “appropriate  regulatory 
agency.”  1 

1  As  used  in  this  Release,  the  term  "bank 
clearing  agency”  means  a  clearing  agency  for 
which  one  of  the  Federal  bank  regulatory 
agencies  (the  Board  of  Governors  of  the 
Federal  Reserve  System  (the  "Board’’),  the 
Comptroller  of  the  Currency  (the  "Comp¬ 
troller"),  and  the  Federal  Deposit  Insurance 
Corporation  (the  "FDIC") )  is  the  appropriate 
regulatory  agency.  The  term  "non-bank 
clearing  agency”  means  a  clearing  agency  for 
which  the  Commission  is  the  appropriate 
regulatory  agency.  See- section  3(a)  (34)  (B) 
of  the  Act. 

One  of  the  Federal  bank  regulatory  agen¬ 
cies  is  the  appropriate  regulatory  agency  for 
a  participant  In  a  bank  clearing  agency  when 
the  participant  Is  a  federally  regulated  bank, 
bank  holding  company,  or  bank  holding 
company  subsidiary  (referred  to  in  this  Re¬ 
lease  as  a  "bank  participant").  The  Commis¬ 
sion  is  the  appropriate  regulatory  agency  for 
all  other  participants  in  a  bank  clearing 
agency  and  for  all  participants  in  a  non¬ 
bank  clearing  agency.  See  section  3(a)  (34) 
(C)  of  the  Act. 

In  general,  the  Federal  bank  regulatory 
agencies  have  specific  Jurisdiction  under  the 
Act  to  adopt  comparable  rules  relating  to 
clearing  agencies  and  their  participants  in 
situations  where  the  Commission's  rules 
would  not  be  applicable.  The  Commission  has 
consulted  with  these  banking  authorities  in 
adopting  the  Commission  rules.  See  section 
17A(d)  (3)  (A)  (i)  of  the  Act. 

The  various  relationships  between  the 
Commission  (as  the  appropriate  regulatory 
agency)  and  clearing  agencies  and  their  par¬ 
ticipants,  as  contemplated  by  the  present 
rules,  may  be  summarized  as  follows: 

(1)  Rule  19d-l  (notices  of  certain  SRO 
adjudications)  would  be  applicable  only  to 
non-bank  clearing  agencies  in  cases  where 
the  participant  was  either  a  bank  or  non¬ 
bank  (see  section  19(d)  (1)  of  the  Act); 

(2)  Rule  19d-2  (stays  of  certain  adjudica¬ 
tions)  and  19d-3  (appeals)  would  be  appli¬ 
cable  to  participants  in  bank  and  non-bank 
clearing  agencies  in  cases  where  the  Commis¬ 
sion  was  the  appropriate  regulatory  agency 
for  the  participant  (see  sections  17A(b)(5) 
(C)  and  19(d)  (2)  of  the  Act); 

(3)  Rule  19h-l  (proposed  admissions  and 
continuances  of  disqualified  persons)  would 
be  applicable  to  all  clearing  agencies  (bank 
and  non -bank)  regardless  of  whether  the 
participant  was  a  bank  or  non-bank  (see 
sections  17A(b)  (4)  (A)  and  19(h)(2)  of  the 
Act). 

The  bank  regulatory  agencies  published 
proposed  rules  as  follows: 


Following  publication  of  the  rules  for 
comment  various  interested  self -regu¬ 
latory  organizations  (SRO’s)  submitted 
written  comments  primarily  addressed  to 
the  following  subjects: 

(1)  The  reporting  of  lesser  discipli¬ 
nary  sanctions; 

(2)  Applications  to  the  Commission 
for  stays  of  SRO  final  actions; 

(3)  Time  for  appeals; 

(4)  Inter-SRO  coordination  of  Rule 
19h-l  applications; 

(5)  Admissions  to  membership  or  as¬ 
sociation  of  persons  disqualified  by  a 
prior  adjudication  of  a  willful  law  viola¬ 
tion  where  the  sanction  is  no  longer  in 
effect  or  of  disqualified  persons  previous¬ 
ly  so  admitted  to  another  SRO;  and 

(6)  The  public  availability  of  notices 
given  by  SRO’s  to  the  Commission  of 
SRO  actions. 

These  matters  and  the  rules  as 
adopted  with  minor  modifications  are 
discussed  below. 

Background-Effect  of  the  1975 
Amendments 

Before  the  Securities  Acts  Amend¬ 
ments  of  1975  (the  “1975  Amend¬ 
ments”)  ,*  oversight  powers  of  the  Com¬ 
mission  as  a  regulatory  agency  under  the 
Act  respecting  disciplinary  sanctions  im¬ 
posed  by  an  SRO  were  limited  to  review 
by  the  Commission  of  disciplinary  and 
certain  other  adjudicatory  actions  taken 
by  a  registered  securities  association,  i.e., 
the  National  Association  of  Securities 
Dealers,  Inc.  (the  “NASD”).  No  provi¬ 
sion  was  made  for  review  of  disciplinary 
actions  taken  by  national  securities  ex¬ 
changes.  In  addition,  except  as  to  the. 
NASD,  no  provision  was  made  for  Com¬ 
mission  review  of  summary  suspensions 
or  limitations  of  membership,  participa¬ 
tion  or  association,  or  of  denials  of  mem¬ 
bership  or  association  with  a  member,  or 
prohibitions  or  limitations  of  access  to 
services  imposed  by  an  SRO. 

The  1975  Amendments  expanded  di¬ 
rect  oversight  jurisdiction  to  cover  dis¬ 
ciplinary  sanctions  and  denials  of  mem¬ 
bership,  participation  or  association  im¬ 
posed  by  an  SRO  (including  clearing 
agencies  which  w'ere,  for  the  first  time, 
required  to  register) .  The  Act  now  pro¬ 
vides  that  any  SRO  taking  any  such  ac- 

The  Board  (41  FR  26231  (June  25.  1976)); 
the  Comptroller  (41  FR  26223  (June  25, 
1976)  );  and  the  FDIC  (41  FR  28544  (July  12, 
1976) ) .  In  each  instance,  these  proposed  rules 
relate  only  to  those  SRO’s  or  SRO  proceed¬ 
ings  which  fall  within  their  respective 
Jurisdictions. 

In  accordance  with  section  17A(d)(3)(A) 
(i)  of  the  Act  (15  U.S.C.  78q-l(d)  (3)  (A)  (1), 
the  Commission  consulted  and  requested 
the  views  of  the  Federal  bank  regulatory 
agencies  at  least  15  days  prior  to  announcing 
the  adoption  of  the  Commission’s  revised 
rules.  The  FDIC  and  the  Comptroller  an¬ 
nounced  the  adoption  of  rules  for  SRO  pro¬ 
ceedings  which  fall  within  their  Jurisdiction. 
See  42  FR  19325  (April  13,  1977)  and  42  FR 
26969  (May  26,  1977)  respectively.  The  Com¬ 
mission  has  been  advised  by  the  Board  that 
it  anticipates  that  its  rules  relating  to  some 
of  these  matters  will  be  adopted  in  the  near 
future. 

>  Pub.  L.  No.  94-29  (June  4,  1975) . 
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Lion  must  file  a  notice  In  such  form  con¬ 
taining  such  information  as  is  prescribed 
by  rule  as  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection 
of  investors.  Review  of  any  action  re¬ 
quiring  the  filing  of  a  notice  may  be  had 
either  on  the  motion  of  the  appropriate 
regulatory  agency  (the  Commission,  ex¬ 
cept  with  respect  to  bank  participants  in 
hank  clearing  agencies)  or  on  applica¬ 
tion  of  any  person  aggrieved  by  such  ac¬ 
tion.  On  the  other  hand,  appeals  taken 
to  the  Commission  do  not  automatically 
stay  any  action,  as  previously  was  the 
case  in  appeals  to  the  Commission  from 
NASD  action,  although  stays  may  be 
granted  where  appropriate. 

Furthermore,  the  1975  Amendments 
grant  specific  authority,  under  certain 
circumstances,  to  any  SRO  to  take  sum¬ 
mary  action  against  members,  partici¬ 
pants  or  associated  persons  where  such 
persons  or  associates  have  been  sus¬ 
pended  or  expelled  from  membership  or 
participation  or  barred  or  suspended 
from  association  with  a  member  by  an¬ 
other  SRO.  Any  SRO  may  also  sum¬ 
marily  suspend  a  member  or  participant 
where  the  SRO  determines  that  the 
member  or  participant  is  in  such  finan¬ 
cial  or  operational  difficulty  so  as  to  en¬ 
danger  investors,  creditors,  members  of 
or  participants  in  the  SRO,  or  the  SRO, 
or,  as  to  a  participant  in  a  clearing 
agency,  is  in  default  of  any  delivery  of 
funds  or  securities. 

Finally,  the  1975  Amendments  intro¬ 
duced  the  concept  of  a  "statutory  dis¬ 
qualification.”  A  person  is  subject  to  a 
statutory  disqualification  if  such  person : 

1.  Has  been  and  is  expelled  or  sus¬ 
pended  from  membership  or  participa¬ 
tion  in,  or  barred  or  suspended  from  be¬ 
ing  associated  with  a  member  of,  any 
SRO; 

2.  Is  subject  to  an  order  of  the  Com¬ 
mission  denying,  suspending  or  revok¬ 
ing  his  registration  as  a  broker,  dealer 
or  municipal  securities  dealer  or  barring 
his  association  with  a  broker,  dealer  or 
municipal  securities  dealer; 

3.  By  his  conduct  while  associated 
with  a  bi'oker.  dealer  or  municipal  secu¬ 
rities  dealer  has  been  found  to  be  the 
cause  of  any  effective  suspension  or  ex¬ 
pulsion;  or  has  associated  with  him  any 
person  who  is  known,  or  in  the  exercise 
of  reasonable  care  should  be  known,  to 
be  a  disqualified  person; 

4.  Has  violated  or  participated  hi  vio¬ 
lating  any  provisions  of  the  federal  secu¬ 
rities  acts  or  the  rules  of  the  Municipal 
Securities  Rulemaking  Board; 

5.  Has  been  convicted  within  the  past 
ten  years  of  any  felony  or  misdemeanor 
which  involves  certain  crimes  relating, 
generally,  to  securities  transactions  or 
business,  perjury  or  the  misappropria¬ 
tion  of  funds  or  securities ; 

6.  Is  enjoined  from  any  action,  con¬ 
duct  or  practice  in  connection  with  the 
securities  industry  or  the  purchase  or 
sale  of  any  security ;  or  . 

7.  Has  willfully  made  application  or 
submitted  a  report  containing  a  false  or 
misleading  statement  with  respect  to  any 
material  fact  or  omitted  to  state  any 
material  fact  which  is  required  to  be 
stated  to  an  SRO. 


A  statutory  disqualification  does  not 
necessarily  bar  the  person  from  member¬ 
ship  or  participation  in  an  SRO.  It  per¬ 
mits  the  SRO  to  deny  or  condition  the 
membership  or  participation  or  associa¬ 
tion  with  a  member  of  such  a  person, 
but  the  Act  requires  the  SRO  to  take 
such  action  if  the  Commission  so  or¬ 
ders.  An  SRO  proposing  to  admit  to 
membership,  participation  or  association 
a  person  subject  to  a  statutory  disquali¬ 
fication  must  give  notice  to  the  Com¬ 
mission  30  days  prior  to  such  action. 

Discussion  of  the  Rules 

The  notice  provisions  contained  in 
Rule  19d-l  require  certain  notices  by 
SRO’s  including  national  securities  ex¬ 
changes,  registered  securities  associa¬ 
tions,  and  registered  (non-bank)  clear¬ 
ing  agencies.  However,  Rules  19d-2  and 
3,  relating  to  stays  of  final  disciplinary 
sanctions  and  summary  actions  and  re¬ 
view  of  final  disciplinary  sanctions,  apply 
to  any  action  taken  by  an  exchange  or 
association  and  to  action  taken  by  a 
clearing  agency  only  to  the  extent  that 
the  Commission  has  review  jurisdiction, 
that  is,  where  the  Commission  is  the  “ap¬ 
propriate  regulatory  agency”  for  the  pier- 
son  concerned.  Thus,  in  cases  where  a 
bank  is  a  participant  in  a  registered  bank 
clearing  agency,  a  Federal  bank  regula¬ 
tory  agency  rather  than  the  Commission 
would  be  the  appropriate  regulatory 
agency  to  review  the  actions  taken  by 
such  clearing  agency. 

Rule  19d-l 

Rule  19d-l  provides  for  the  content  of 
notices  relating  to  four  general  types  of 
adjudicatory  actions  taken  by  an  SRO," 
as  follows; 

1.  Notice  of  Final  Disciplinary  Action: 
Rule  19d-l  (c)  and  (d) ; 

2.  Notice  of  Final  Denial.  Bar,  Prohi¬ 
bition,  Termination  or  Limitation  Based 
on  Qualification  or  Administratve  Rules : 
Rule  19d-l  (e)  and  (f ) ; 

3.  Notice  of  Final  Action  Based  on  a 
Statutory  Disqualification;  Rule  19d-l 
(r)  and  (h) ;  and 

4.  Notice  of  Summary  Suspension  of 
Membership,  Participation,  or  Associa¬ 
tion  or  Summary  Limitation  or  Prohibi¬ 
tion  of  Access  to  Services:  Rule  19d-l 
(i). 

Rule  19d-l  is  based  in  large  part  on 
the  informal  procedures  the  Commission 
has  developed  in  its  oversight  of  the 
NASD  in  the  past  and  is  adopted  with 
several  objectives  in  mind.  The  first  was 
to  obtain  a  report  from  the  SRO’s  which 
would  contain  the  organization's  state¬ 
ments  in  compliance  with  sections  6  (c) 
and  (d),  15A  (g)  and  (h)  and  17A(b) 
(4)  and  (5)  of  the  Act.  These  sections 
require  that  disciplinary  sanctions,  de¬ 
nials  of  membership,  participation  or  as¬ 
sociation  and  similar  adjudicatory  find¬ 
ings  include  supporting  statements  of 
the  SRO.  The  second  objective  was  to 
satisfy,  at  the  same  time,  the  require¬ 
ment  of  Section  19(d)  that  such  actions 
be  promptly  reported  to  the  Commission 
pursuant  to  Commission  rule. 


•The  Rule  coordinates  such  notices  with 
Rule  19h-l  procedures  for  obtaining  relief 
from  statutory  disqualifications. 


The  third  objective  was  to  ensure  that 
such  reports  and  notices  supply  sufficient 
information  regarding  the  background, 
factual  basis  and  issues  involved  in  the 
proceeding  to  enable  the  Commission  not 
merely  to  determine  whether  the  case 
should  be  called  up  for  review  on  the 
Commission’s  own  motion  (which  it  Is 
empowered  to  do  under  section  19(d) 
(2)),  but  also  to  ascertain  generally 
whether  the  SRO  was  adequately  carry¬ 
ing  out  its  responsibilities  under  the  Act. 
For  the  latter  purpose,  the  Commission 
may  review  the  matter  to  determine,  for 
example,  in  the  case  of  a  disciplinary  ac¬ 
tion  (paragraphs  19d-l (d)(2)  through 
(5)  of  the  rule)  whether  the  sanctions 
are  adequate  or  excessive; 4  whether  the 
Act,  Commission  rules,  and  the  SRO 
rules  are  being  properly  interpreted  and 
implemented  by  the  SRO;  and  whether 
further  direct  action,  such  as  a  Commis¬ 
sion  enforcement  proceeding  under  sec¬ 
tions  15(b)  and  19(h),  or  the  adoption 
of  additional  or  modified  rules  by  the 
SRO  or  the  Commission,  is  in  order. 

The  informal  reports  of  disciplinary 
actions  the  Commission  has  been  obtain¬ 
ing  from  the  NASD  have  been  developed 
over  the  years  with  these  objectives  in 
mind.  These  reports  have  been  in  the 
form  of  administrative  decisions  similar 
to  Commission  decisions  in  broker-dealer 
remedial  proceedings  under  section  15  of 
the  Act.  Rule  19d-l  continues  that  prac¬ 
tice  on  a  formal  basis  and  extends  It  to 
the  exchanges  and  clearing  agencies  for 
which  the  Commission  is  the  appropri¬ 
ate  regulatory  agency. 

In  addition,  these  formal,  reasoned 
opinions  have  been  obtained  not  only  for 
NASD  cases  where  findings  of  violations 
were  made  and  sanctions  imposed,  but 
also  for  proceedings  where  charges  were 
dismissed  and  no  action  taken.  While 
Section  19(d)(1)  of  the  Act  appears  to 
require  the  SRO  to  report  only  proceed¬ 
ings  in  which  sanctions  were  imposed, 
Rule  19d-l  requires  SRO’s  to  file  notices 
of  both  the  imposition  of  sanctions  as 
well  as  the  dismissal  of  charges.5  Reports 
of  the  latter  cases  have  been  demonstra¬ 
bly  valuable  to  the  Commission  in  over¬ 
seeing  NASD  regulatory  performance.* 


4  The  Commission  does  not  have  Jurisdic¬ 
tion  to  increase  sanctions  in  the  cases  it  re¬ 
views.  It  may  only  affirm  or  lessen  the  sanc¬ 
tion.  See  section  19(e)  (2)  of  the  Act. 

‘Because  of  this  difference  between  the 
statutory  provisions  and  the  scope  of  Com¬ 
mission  oversight  requirements,  it  has  been 
necessary  in  Rule  19d-l  to  Include  the  con¬ 
cept  of  “disciplinary  actions."  Reports  of  dis¬ 
missals  are  required  pursuant  to  the  Com¬ 
mission's  power  under  Section  17(a)  to  re¬ 
quire  reports  from  SRO's  (and  others). 

•  Subparagraph  (d)(2)  of  the  Rule  re¬ 
quires  that  the  notice  include  a  statement 
describing  the  origin  of  the  action.  The  term 
"origin"  includes  such  detection  mecha¬ 
nisms  as  a  regular  or  special  inspection,  pub¬ 
lic  complaint;  notice  of  termination  of  em¬ 
ployment  filed  by  a  member,  free-riding 
questionnaire,  etc.  Although  this  item  is  also 
not  in  response  to  a  statutory  requirment. 
it  is  included  since,  in  the  Commission's 
oversight  of  the  various  SRO's,  such  infor¬ 
mation,  which  the  NASD  has  long  included 
in  its  reports  to  the  Commission,  should  pro¬ 
vide  useful  Insight  into  the  adequacy  of  the 
SRO’s  surveillance  and  inspection  programs. 
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For  similar  reasons,  “disciplinary  ac¬ 
tions”  include  (for  reporting  purposes) 
other  kinds  of  adjudicatory  action  which, 
while  not  treated  by  the  Act  in  precisely 
the  same  framework  as  disciplinary  mat¬ 
ters,  are,  as  a  practical  matter,  quite 
similar.  Thus,  for  example,  “denial”  pro¬ 
ceedings  contemplated  by  sections  6(c) 
(3)  and  15A(g)  (3)T  under  which  a  mem¬ 
ber  or  associated  person  is  excluded  or 
restricted  on  the  basis  of  a  violation  of 
just  and  equitable  principles  of  trade  and 
a  finding  of  “reasonable  likelihood”  of 
repetition  would  be  reported  to  the  Com¬ 
mission  under  the  rule  in  essentially  the 
same  format  as  disciplinary  actions 
against  members,  associated  persons  of 
members,  etc.* 

The  basic  objectives  of  the  reporting 
requirements  for  other  categories  of  ad-' 
judicatory  actions  are  essentially  the 
same  as  those  for  disciplinary  actions; 
but  the  formats  for  such  reports,  par¬ 
ticularly  as  to  their  contents,  are  differ¬ 
ent  in  certain  important  respects,  pri¬ 
marily  because  the  proceedings  them¬ 
selves  are  quite  different.  For  example, 
where  a  proceeding  is  based  upon  a  pre¬ 
viously  adjudicated  disqualification 
(such  as  a  conviction  or  Commission  or¬ 
der  of  revocation)  and  results  in  a  denial 
of  membership,  participation,  associa¬ 
tion  or  access,  again  based  on  Commis¬ 
sion  experience  with  such  types  of  pro¬ 
ceedings  before  the  NASD,  the  SRO’s  re¬ 
port  can  be  expected  usually  to  reflect 
the  results  of  a  probationary  type  hear¬ 
ing.  Therefore,  the  decisional  report  re¬ 
quired  for  Commission  review  <Rule  19d- 
1  (g)  and  (h)),  both  from  the  appellate 
and  oversight  viewpoints,  generally 
should  not  look  like  a  disciplinary  de¬ 
cision.  Nevertheless,  in  both  types  of  sit¬ 
uations  the  Commission’s  oversight  ob¬ 
jectives  would  best  be  served  by  a  rea¬ 
soned,  written  opinion  as  a  basis  for 
review,  and  Rule  19d-l  so  provides. 

Reports  of  denials  based  on  a  failure 
to  meet  minimum  qualification  stand¬ 
ards  (Rule  19d-l(e)),  such  as  a  failure 
to  pass  an  examination,  also  introduce 
some  special  or  unique  needs  in  regard 
to  reporting  requirements.  These  actions 
are  not  “disciplinary”  in  the  usual  sense 
of  that  term  and  generally  involve 
simple  fact  questions.  Further,  the  SRO 
should  normally  have  no  discretion  as 
to  the  action  it  will  be  required  to  take.’ 
A  separate  type  of  report  for  such  ac¬ 
tions,  which  need  not  be  in  the  form  of 
a  reasoned  opinion,  would  therefore  be 
sufficient. 

Similarly,  as  to  the  fourth  type  of 
notice  covered  by  Rule  19d-l,  notice  of 
summary  suspensions  (paragraph  19d-l 
(i)  of  the  rule),  a  relatively  brief  report 


7  There  Is  no  parallel  provision  in  section 
17A  with  respect  to  participation  in  a  reg¬ 
istered  clearing  agency. 

'Similar  considerations  are  applicable  to 
denial  proceedings  based  on  unadjudicated 
“statutory  disqualifications”  of  the  kind  pre¬ 
scribed  in  3(a)  (39)  (D)  and  (E)  (except  that 
part  of  (E)  relating  to  prior  convictions). 

'E.g.,  if  an  individual  fails  to  pass  an  ex¬ 
amination,  he  usually  cannot  be  admitted 
to  association  with  a  member  under  any 
condition;  if  entry  fees  are  not  paid  by  the 
applicant,  the  application  must  be  denied. 


is  required  containing  just  enough  in¬ 
formation  so  that  if  a  Commission  stay 
is  sought,  the  Commission  has  sufficient 
basic  information  to  focus  on  the  situa¬ 
tion  in  an  expeditious  fashion. 

In  addition  to  the  notices  (or  reports) 
required  by  Rule  19d-l,  the  Federal 
bank  regulatory  agencies  may  require 
similar  reports  of  registered  bank  clear¬ 
ing  agencies  in  some  cases  where  the 
Commission  has  review  authority.  “ 
Since  under  sections  17(c)(1)  and  19 
(d)(1)  of  the  Act  copies  of  such  reports 
will  be  furnished  to  the  Commission,  no 
substantial  administrative  problem 
should  arise  from  that  division  of  au¬ 
thority.  u 

SRO  notices  of  final  actions  taken  for 
minor  rule  infractions  in  disciplinary 
proceedings  under  proposed  Rule  19d-l. 
Several  SRO’s  have  commented  that  the 
reporting  of  minor  sanctions  13  in  dis¬ 
ciplinary  actions  based  on  violations  of 
SRO  rules  is  of  limited  value  for  the 
purposes  of  Commission  review  or  over¬ 
sight,  would  not  “serve  any  significant 
regulatory  purpose,”  and  would  entail 
excessive  costs  to  the  SRO  in  light  of  the 
usually  de  minimus  nature  of  the  viola¬ 
tions  and  sanctions  imposed. 

First,  the  Act  requires  that  SRO's  give 
the  Commission  notice  of  all  sanctions.13 
As  to  each  such  matter,  certain  mini¬ 
mum  information  is  required  by  the 
Commission  so  it  may  be  informed  of  the 
matter  and  (1)  take  appropriate  action 
on  review  of  the  SRO  action  on  its  own 
motion  (Section  19(d)(2)  of  the  Act)  or 


10  Under  section  19d  ( 1 ) ,  the  appropriate 
Federal  bank  regulatory  agencies  are  di¬ 
rected  to  prescribe  the  form  of  notice  for 
disciplinary  and  denial  actions  of  bank  clear¬ 
ing  agencies  against  nonbank  participants, 
where  the  Commission  has  appellate  Juris¬ 
diction. 

“Section  17A(d)  (3)  (A)  (i)  requires  that 
the  Commission  and  the  bank  regulatory 
agencies  consult  with  and  request  the  views 
of  the  other  agencies  "at  least  fifteen  days 
prior  to  the  issuance  for  public  comment  of 
any  proposed  rule”  or  adoption  of  any  rule 
relating  to  a  bank  clearing  agency. 

“For  example,  various  SRO's  postulated 
$25  fines  for  failure  to  wear  a  necktie  or 
time  stamp  a  ticket,  or  for  bringing  food  on 
the  floor;  “fines”  of  less  than  $500  for  fail¬ 
ures  to  file  timely  financial  Information,  to 
comply  with  Instructions  respecting  exer¬ 
cise  notices,  or  to  pick  up  clearing  agency 
reports;  “fines”  relating  to  “order  and  de¬ 
corum”;  and  “fines”  for  late  payments  by  a 
clearing  corporation  member. 

13  While  some  small  dues,  fees  or  charges 
(such  as  clearing  agency  error  charges)  In¬ 
tended  at  least  in  part  to  defray  additional 
costs  incurred  by  the  SRO  as  a  result  of  an 
act  or  failure  to  act  to  which  the  charges  ap¬ 
ply  may  also  have  some  remedial  Impact, 
they  would  normally  not  be  considered 
“sanctions.”  In  general,  such  a  fee  or  charge 
levied  by  an  SRO  (i)  which  is  based  solely 
on  an  administrative  or  procedural  discrep¬ 
ancy  (li)  as  to  which  no  discretion  rests 
with  the  SRO  concerning  its  application  or 
amount  and  (ill)  which  is  specifically  pro¬ 
vided  for  In  the  rule6  of  the  SRO  and  is  fixed 
would  not  be  considered  a  "sanction.”  Such 
levies  would  therefore  normally  be  treated 
as  non-disciplinary  in  character  and  would 
be  reported  to  the  Commission  only  if  con¬ 
tested  in  an  SRO  administrative  hearing 
(see  paragraphs  (e)  and  (f)  of  Rule  19d-l). 


(2)  in  the  exercise  of  the  Commission's 
more  general  oversight  responsibilities 
take  other  remedial  action,  e.g.,  initiate 
administrative  or  injunctive  proceed¬ 
ings,  refer  the  matter  for  criminal  pros¬ 
ecution,  institute  rule-making  proceed¬ 
ings,  etc. 

In  addition,  notices  of  disciplinary  ac¬ 
tions  filed  pursuant  to  Rule  19d-l,  while 
normally  subject  to  the  rather  complete 
reporting  mechanism  contemplated  by 
subparagraphs  (d)  and  (f) ,  including  the 
necessity  for  a  reasoned  opinion,  need 
not  include  more  detail  than  necessary. 
Thus,  the  introductory  language  of  both 
(d)  and  (f)  provides  that  the  notice  shall 
contain  only  so  much  of  the  specified 
information  as  “appropriate.” 14  This 
affords  considerable  latitude  for  keeping 
the  reporting  burdens  to  a  minimum.  For 
instance,  when  minor  matters  are  con¬ 
sidered  to  result  in  sanctions  (see  foot¬ 
note  13,  supra)  the  report  should  ordi¬ 
narily  be  relatively  brief  and  provide  the 
Commission  only  with  sufficient  informa¬ 
tion  to  identify  the  SRO  rules  and  per¬ 
sons  involved,  a  short  fact  statement, 
and  the  sanction. 

Moreover,  these  minor  disciplinary 
cases  are  almost  always  uncontested.  In 
such  instances,  it  would  be  “appropriate” 
that  the  notice  contain  only  that  infor¬ 
mation  relating  to  the  SRO  action  de¬ 
scribed  in  subparagraph  (1)  of  Rule  19d- 
1(d)  concerning  the  identity  of  the  re¬ 
spondent  and  the  charging  party;  in  sub- 
paragraphs  (3)  and  (4)  concerning  the 
specific  violations  charged;  in  subpara¬ 
graph  (5)  concerning  the  sanction  im¬ 
posed;  and  in  subparagraph  (2)  concern¬ 
ing  the  origin  of  the  action  (which  may 
consist  of  one  word  (“inspection”)  or  a 
phrase  (“witnessed  on  floor”) ) .  It  need 
not  contain  the  “reasoned  opinion”  dis¬ 
cussing  the  “issues”  as  set  forth,  for  ex¬ 
ample,  in  subparagraph  (4)  which  would 
be  “inappropriate”  in  an  uncontested 
case.  On  the  other  hand,  if  the  matter 
were  contested,  then  a  more  detailed 
notice  would  generally  be  "appropriate” 
and  should  include  a  more  detailed  fact 
statement,  the  answer  of  the  respondent 
to  the  charges  (subparagraph  (3))  and 
the  statement  of  the  SRO  “in  support 
of  the  resolution  of  the  principal  issues” 
(subparagraph  (4) ) .  This  information  is 
needed  for  Commission  review  and  over¬ 
sight. 

In  addition,  non-disciplinary  matters 
would  be  reported  to  the  Commission  un¬ 
der  Rule  19d-l(e)  only  where  the  SRO 
has  taken  a  final  action  as  to  a  failure  to 
(1)  pass  a  test,  (2)  comply  with  qualifi¬ 
cation  standards,  or  (3)  comply  with  ad¬ 
ministrative  requirements  “•  •  •  not  in¬ 
volving  charges  of  violations  which  may 
lead  to  a  disciplinary  sanction  *  *  *  ”  The 
proviso  to  that  subparagraph  states  that 
no  disposition  of  such  matters  is  con¬ 
sidered  “final”  (and  thus  requiring  a 
notice  by  the  SRO  to  the  Commission)  if 
the  person  has  not  sought  an  adjudica- 


»«  Section  19(d)  (1)  of  the  Act  provides  that 
the  Commission  (as  the  appropriate  regula¬ 
tory  agency)  may  require  such  Information, 
by  rule,  as  It  “may  prescribe  as  necessary  or 
appropriate  In  furtherance  of  the  purposes  of 
this  title.” 
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tion,  including  a  hearing,  and  exhausted 
his  administrative  remedies  within  the 
SRO.  The  rule  therefore  would,  in  light 
of  past  NASD  experience,  result  only  very 
rarely  in  notice  filings  of  these  matters 
by  any  SRO.  On  the  other  hand,  the  rule 
and  the  1975  Amendments  do  require  in 
such  matters  that  the  aggrieved  person 
be  afforded  a  hearing,  if  requested.” 

Applications  to  the  Commission  for 
Slaps  of  SRO  Final  Action.  Proposed 
Rule  19d-l(d)(6)  would  have  required 
that  each  SRO,  in  its  notice  of  final  dis¬ 
ciplinary  action,  include  a  statement 
‘‘concerning  whether  any  slay  of 
any  sanction  imposed  should  be 
granted  *  *  •.”1*  After  considering  the 
comments  which  were  received,  the  Com¬ 
mission  determined  to  delete  that  pro¬ 
vision.” 

Rules  19d-2  and  19d-3 

The  provisions  of  Rule  19d-2  and  3, 
which  set  forth  certain  Commission  re¬ 
view  procedures  and  are  not  reporting 
rules  as  such,  are  specifically  not  appli¬ 
cable  to  actions  over  which  the  Commis¬ 
sion  does  not  have  review  jurisdiction. 
Thus,  those  rules  apply  in  the  case  of  a 
bank  or  non-bank  clearing  agency  only 
where  the  disciplinary  or  denial  action  is 
taken  against  a  participant  or  applicant 
for  which  the  Commission  is  the  ap¬ 
propriate  regulatory  agency. 

Rule  19d-2  prescribes  the  contents  of 
applications  for  stays  of  disciplinary 
sanctions  and  summary  suspension  im¬ 
posed  by  an  SRO.  Persons  desiring  to 
stay  SRO  actions  <  including  those  of  the 
NASD)  are  required  to  make  applica¬ 
tion  pursuant  to  this  rule.  The  1975 
Amendments  abrogated  the  automatic 
stay  provisions  for  NASD  disciplinary 
actions  which  section  15A(g)  of  the  Act 
previously  contained  and  sanctions  may 
now  become  effective  upon  the  date  set 
by  the  SRO  unless  the  Commission  or¬ 
ders  a  stay. 

Rule  19d-3  provides  procedures  for 
applications  for  review  of  all  final  dis¬ 
ciplinary  sanctions,  membership  de¬ 
nials,  and  similar  actions  of  SRO’s.  The 
Secretary  of  the  Commission  will  serve 
a  copy  of  the  application  for  review  on 
the  SRO  which,  within  10  days,  must  cer¬ 
tify  and  file  with  the  Commission  one 
copy  of  the  record  and  seven  copies  of 
an  index  of  the  record.  The  Secretary  will 
then  serve  on  the  parties  copies  of  the 
index  and  any  papers  subsequently  filed. 
The  applicant  may  file  a  brief  within  20 
days  after  receipt  of  the  copy  of  the  index 
and,  within  20  days  thereafter,  the  SRO 
shall  file  its  brief.  Oral  argument  may  be 


'•Eg.,  see  sections  6(d)(2)  and  16A(h)  (2) 
of  the  Act.  The  appeal  to  the  Commission 
from  a  “final  disciplinary  sanction”  and  from 
a  denial,  bar,  prohibition  or  limitation  of 
membership,  association,  participation  or  ac¬ 
cess  to  services  is  governed  by  Section  19(d) 
of  the  Act. 

'"See  section  19(d)(2)  and  former  section 
15A(g)  of  the  Act. 

>T  Proposed  subparagraph  (7)  has  been  re¬ 
numbered  (6).  When  a  stay  application  is 
received  the  staff  will,  as  appropriate,  con¬ 
tact  the  concerned  SRO  expeditiously  to  de¬ 
termine  its  position  on  the  application. 
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requested  by  the  applicant  or  the  SRO 
which  request  may  be  granted  or  denied 
at  the  discretion  of  the  Commission. 
These  procedures  are  essentially  the 
same  as  those  found  in  present  Rule 
15Ag-l  (as  to  the  NASD),  which  is  re¬ 
scinded. 

Time  for  Appeals;  Rule  19d-3.  As  pro¬ 
posed  for  adoption,  Rule  19d-3(b)  pro¬ 
vided  that  an  application  for  review  of 
a  final  disciplinary  sanction  and  other 
actions  shall  be  filed  within  30  days  after 
notice  was  filed  with  the  Commission 
“and  received  by  the  aggrieved  person 
applying  for  review  •  *  (See  section 
19(d)  (2)  of  the  Act.)  However,  one  com¬ 
mentator  noted  that  this  provision  could 
result  in  “the  appeal  period  being  open- 
ended  in  certain  cases”  where  the  ag¬ 
grieved  person  has  not  timely  received 
a  copy  of  the  notice,  for  whatever  rea¬ 
son.  Although  the  term  “received  by  the 
aggrieved  person”  could  be  so  interpreted, 
it  is  the  language  of  the  statute.  Accord¬ 
ingly,  all  SRO’s  are  advised  to  review 
their  rules  and  membership/ registration 
agreements  (or  participation  agree¬ 
ments)  to  be  sure  that  the  problem  1s 
dealt  with,  e.g.,  by  providing  that  a  mail¬ 
ing  to  any  participant,  member  or  as¬ 
sociated  person  directed  to  the  latest 
address  carried  on  the  records  of  the 
SRO  for  such  person  constitutes  proper 
service  within  the  meaning  of  its  rules. 

Rule  19h-1 

Rule  19d-l  excludes  from  its  scope  (in 
paragraph  (a) )  notice  of  an  SRO  action 
to  condition  or  limit  membership,  par¬ 
ticipation  or  association  with  a  member, 
or  access  to  services  based  upon  a  statu¬ 
tory  disqualification,  as  defined  in  Sec¬ 
tion  3(a)  (39)  of  the  Act,  where  the  SRO 
and  the  parties  involved  have  agreed  on 
the  conditions  or  limitations.  Such  no¬ 
tices  shall  be  filed  with,  and  reviewed  by, 
the  Commission  under  Rule  19h-l  since, 
as  has  been  past  practice  with  the 
NASD.”  all  of  these  actions  will  be  re¬ 
viewed  by  the  Commission  (for  all 
SRO’s)  on  the  merits  and  not  merely 
where  an  appeal  is  taken  from  the  SRO 
action  or  the  Commission  calls  up  the 
matter.  Thus,  Rule  19h-l,  which  estab¬ 
lishes  that  review  mechanism,  requires 
the  immediate  submission  of  the  full  rec¬ 
ord  in  the  proceeding  before  the  SRO 
and  not  simply  an  initial,  summary  re¬ 
port  of  action  (or  proposed  action)  as  in 
other  kinds  of  adjudications. 

Paragraph  (a)  of  Rule  19h-l  requires 
the  filing  of  the  notice  and  supporting 
record  of  the  proposed  admission  or  con¬ 
tinuance,  but  paragraph  (b)  provides 
that  after  the  first  filing  of  such  notice 
by  any  SRO,  a  second  notice  represent¬ 
ing  the  same  proposed  employment  need 
not  be  filed  by  another  SRO  if  the  second 


“  Proposals  by  SRO’s  for  admission  or  con¬ 
tinuance  In  business  of  disqualified  persons 
previously  were  submitted  only  by  the  NASD 
pursuant  to  current  Rule  15Ab-l.  Such  ac¬ 
tions  may  now  be  proposed  by  any  SRO,  in¬ 
cluding  an  exchange  or  clearing  agency.  Be¬ 
fore  the  1975  Amendments  there  were  no  spe¬ 
cific  statutory  provisions  relating  to  Com¬ 
mission  oversight  of  the  exchanges  and  clear¬ 
ing  agencies  in  this  area. 
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SRO  agrees  with  the  terms  and  condi¬ 
tions  of  the  notice  filed  by  the  first  SRO. 

The  problem  of  coordinating  SRO  no¬ 
tice  filings  involving  admission  to  or  con¬ 
tinuance  in  membership  or  association 
of  disqualified  persons  who  are  or  pro¬ 
pose  to  become  members  or  associated 
with  a  member  of  more  than  one  SRO 
was  noted  in  the  Commission  Release 
proposing  adoption  of  Rule  19h-l.”  The 
rule  would  permit  one  SRO  to  concur  in 
an  application  for  continuance  in  mem¬ 
bership  or  association  of  a  disqualified 
person  filed  by  another  SRO,  which  con¬ 
currence  would  be  noted  in  the  applica¬ 
tion.  (See  Rule  19h-l(c)  (6) .)  In  other 
words,  if  a  member  of  the  NASD  and  the 
NYSE,  for  example,  proposed  association 
with  a  disqualified  person,  the  NASD 
(assuming  it  proceeded  first)  would  file 
notice  with  the  Commission,  noting  the 
NYSE  concurrence  (if  it  concurred)  in 
the  application.  Thus,  the  rule  provides 
a  mechanism  for  the  interested  self- 
regulatory  organizations  to  consult  with 
one  another,  so  they  would  arrive,  by 
mutual  agreement,  at  an  appropriate  di¬ 
vision  of  labor  for  assembling  the  record 
needed  for  ultimate  Commission  action. 
Still,  if  in  the  example  the  NYSE  did  not 
concur,  a  separate  NYSE  proceeding 
would  be  necessary  and  the  member 
could  appeal  the  exchange’s  denial  of  as¬ 
sociation  to  the  Commission  if  it  so 
desired. 

Paragraph  (d)  provides  generally  that, 
at  the  time  of  the  filing  of  a  notice,  an 
application  may  be  made  directly  to  the 
Commission  for  an  order  stating  that  the 
Commission  will  not  proceed  under  sec¬ 
tion  15(b)  or  19(h),  notwithstanding  the 
disqualification.3® 

The  provisions  of  sections  6(c)  (2),  15A 
(g)(2),  and  17A(b)  (4)  (A)  of  the  Act 
(which  Rule  19h-l  would  implement  in 
part)  specifically  require  that  notice  be 
given  (at  least  30  days  in  advance)  to  the 
Commission  by  SRO’s  respecting  pro¬ 
posed  admissions  of  disqualified  persons; 
paragraph  (a)  of  the  Rule  requires  the 
filing  of  a  notice  not  only  where  the  SRO 
has  determined  to  admit  a  disqualified 


“SEA  Rel.  12561  (June  21,  1976),  9  SEC 
Docket  935  at  p.  939.  Inter-SRO  coordination, 
or  allocation  of  regulatory  responsibility,  has 
also  been  the  subject  of  Commission  action 
in  the  adoption  of  Rule  17d-l,  relating  to  the 
allocation  of  SRO  responsibility  for  financial 
inspections  of  members  of  the  Securities  In¬ 
vestor  Protection  Corporation  who  are  mem¬ 
bers  of  more  than  one  SRO,  and  the  adoption 
of  Rule  17d-2,  which  would  permit  SRO’s 
having  common  members  to  file  a  plan  with 
the  Commission  allocating  specified  regula¬ 
tory  responsibilities  for  such  common  mem¬ 
bers  (SEA  Rel.  12352,  9  SEC  Docket  450,  April 
20.  1976). 

“Section  15(b)  of  the  Act  empowers  the 
Commission  to  impose  sanctions,  including 
revocation  of  broker-dealer  registration,  on 
any  person  who  has  been  found  to  have  com¬ 
mitted  certain  offenses,  as  set  forth  in  para¬ 
graph  (4)  or  (6)  of  that  Section),  which 
findings  are  included  within  those  constitut¬ 
ing  a  “statutory  disqualification’'  (as  defined 
in  Section  3(a)  (39) )  from  SRO  membership, 
participation  or  association.  In  addition. 
Section  19(h)  empowers  the  Commission  to 
suspend  or  bar  persons  from  SRO  member¬ 
ship.  participation  or  association  based  on 
similar  types  of  findings. 
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person  initially  seeking  entry  or  re¬ 
entry,  but  also  where  the  SRO  proposes 
to  continue  a  disqualified  person  in  mem¬ 
bership  or  association.  In  either  type  of 
situation,  the  Commission,  depending 
upon  the  nature  of  the  disqualification, 
may  have  independent  authority  under 
section  15(b)  or  19(h)  effectively  to  pre¬ 
vent  the  admission  or  continuance  and 
will  need  to  have  the  information  called 
for  in  the  notice  to  determine  if  it  wishes 
to  exercise  that  power. 

Paragraph  (e)  describes  the  contents 
of  an  application  made  pursuant  to  para¬ 
graph  (d)  and  paragraph  (f)  is  defini¬ 
tional. 

Finally,  paragraphs  (g)  and  (h)  set 
forth  the  procedures  for  Commission  con¬ 
sideration  of  a  paragraph  <d)  applica¬ 
tion. 

“ Secondary ”  associations.  The  Com¬ 
mission  noted  a  problem  under  Rule  19h- 
1,  as  originally  proposed,  which  could 
have  arisen  when  an  SRO  member  has 
(or  proposes)  an  affiliation  with  a  non¬ 
broker  or  dealer  entity  not  in  the  securi¬ 
ties  business  which  entity  in  turn  is  dis¬ 
qualified  or  proposes  association  with  it 
of  a  disqualified  person.  Under  the  1975 
Amendments  such  persons  would  be  in¬ 
cluded  within  the  statutory  definition  of 
the  term  “person  associated  with  a  mem¬ 
ber”  since  the  definition  (see  Section  3 
(a)  (21)  of  the  Act)  includes  “any  person 
directly  or  indirectly  controlling,  con¬ 
trolled  by,  or  under  common  control  with 
such  members  •  • 

Weighed  against  the  burdens  that 
could  be  imposed  upon  all  concerned,  par¬ 
ticularly  where  the  member  is  one  affili¬ 
ate  in  a  large  diversified  corporate  com¬ 
plex,  there  is  little  regulatory  benefit  to 
be  derived  from  requiring  SRO’s  to  deter¬ 
mine  and  notify  the  Commission  of,  for 
example,  the  employment  of  a  disquali¬ 
fied  person  in  non -securities  affiliates 
where  the  individual  is  not  in  a  control 
position  vis  a  vis  the  member  firm. 

On  the  other  hand,  nonmember  affili¬ 
ates  which  are  in  the  securities  business 
are  of  significant  regulatory  concern  in 
the  context  of  the  purposes  of  the  re¬ 
porting  requirements  of  the  Rule.  How¬ 
ever,  those  affiliates  will,  unless  not  regis¬ 
tered  with  the  Commission,  generally 
fall  under  the  immediate  jurisdiction  of 
another  SRO  (or  the  Commission  if  it  is 
a  “SECO”  firm)  which  would  be  respon¬ 
sible  for  compliance  with  the  Rule  as 
to  both  the  affiliate  and  its  personnel. 

Therefore,  in  order  too  minimize  the 
burdens  and  avoid  unnecessary  duplica¬ 
tion  of  effort,  the  Commission  has  de¬ 
termined  to  add  the  following  sub-para¬ 
graph  to  Rule  19h-l(a) : 

With  respect  to  a  person  associated 
with  a  member  of  a  national  securities 
exchange  or  registered  securities  asso¬ 
ciation,  notices  need  be  filed  with  the 
Commission  pursuant  to  this  rule  only 
if  such  person  (1)  controls  such  mem¬ 
ber  or  is  a  general  partner  or  officer 
(or  person  occupying  a  similar  status 
or  performing  similar  functions)  or  an 
employee  of  such  member,  or  (2)  is  a 
broker  or  dealer  not  registered  with  the 
Commission,  or  controls  such  (unregis¬ 
tered)  broker  or  dealer  or  is  a  general 


partner  or  officer  (or  person  occupying 
a  similar  status  or  performing  similar 
functions)  of  such  broker  or  dealer.” 

Admission  by  an  SRO  of  a  disqualified 
person  previously  admitted  to  or  contin¬ 
ued  in  membership  or  association  with 
a  member  of  another  SRO;  and  admis¬ 
sion  by  an  SRO  of  a  person  disqualified 
by  a  prior  adjudication  of  a  willful  vio¬ 
lation  where  the  sanction  is  no  longer 
in  effect.  A  oommentator  on  proposed 
Rule  19h-l  pointed  to  a  potential  prob¬ 
lem  in  situations  where  an  admission  is 
proposed  for  a  person  who  is  subject 
to  a  statutory  disqualification  but  who 
is  already  properly  admitted  to  or  con¬ 
tinued  as  a  member  or  person  associated 
with  a  member  ”  of  another  SRO.  To 
illustrate,  assume  that  an  NASD  member 
firm  which  employs  a  person  who  had 
been  the  subject  of  a  statutory  disqual¬ 
ification  and  was  permitted  to  re-enter, 
by  virtue  of  an  NASD  continuance  pro¬ 
ceeding  before  the  1975  Amendments  or 
a  Rule  19h-l  order  (after  adoption  of 
that  rule),  now  wishes  to  join  another 
SRO  (e.g.,  the  Chicago  Board  Options 
Exchange  (“CBOE”) ) .  The  conditions  of 
the  prior  association  would  have  been  de¬ 
termined  in  the  course  of  the  prior  pro¬ 
ceeding.  Read  literally,  the  provisions  of 
Section  6(c)  (2)  or  15A(g)  (2)  of  the  Act 
(and  proposed  Rule  19h-l)  might  sug¬ 
gest  that  the  firm  cannot  become  a  mem¬ 
ber  of  the  other  SRO  (the  CBOE)  except 
upon  notice  by  that  other  SRO  to  the 
Commission  of  the  proposed  admission. 
The  necessity  for  such  a  further,  largely 
duplicative,  proceeding  appears  doubt¬ 
ful.23 

In  other  situations,  respondents  in 
SRO  or  Commission  proceedings  fre¬ 
quently  are  sanctioned  for  a  willful  vio¬ 
lation  of  one  or  more  federal  securities 
law  provisions  by  a  censure,  fine,  or  tem¬ 
porary  bar  or  suspension  of  association 
or  membership.  In  such  cases  the  re¬ 
spondent's  continued  or  future  member¬ 
ship  or  association  is  contemplated  by 
the  sanction,  i.e.,  by  virtue  of  its  one 
time  effect  (e.g.,  a  censure  or  fine)  or 
expiration  of  terms  (e.g.,  a  suspension). 
Under  the  literal  wording  of  the  statute 
(see  secs.  3(a)  (39(E)  and  15(b)(4)), 
however,  the  finding  of  violation  consti¬ 
tutes  a  separate  “statutory  disqualifica¬ 
tion"  and  the  notice  provisions  of  the 

“The  term  "control”  is  thereafter  defined 
In  subparagraph  19h-l  (f)(2). 

”  For  the  purposes  of  abbreviating  this  dis¬ 
cussion,  “membership”  and  "association  with 
a  member”  should  be  deemed  to  Include  "par¬ 
ticipation”  and  "access  to  services”  so  as  to 
include  all  relationships  and  SRO  actions 
described  in  Section  19(d)  (1)  of  the  Act. 

a  Of  course,  the  second  SRO  may  determine 
to  deny,  or  further  condition  or  limit  the 
membership  or  association;  and,  if  it  does  so, 
such  action  would  be  the  subject  of  a  review- 
able  notice  to  the  Commission  under  Section 
19(d)  (1).  In  cases  where  the  terms  and  con¬ 
ditions  of  employment  o i  a  disqualified  per¬ 
son  (other  than  the  firm’s  SRO  membership) 
are  changed  materially  by  the  firm,  or  where 
the  employer  is  changed,  an  application  for 
modification  of  the  prior  clearance  or  for  a 
new  clearance  must  be  first  made  to  the 
SRO  and,  in  most  instances,  approved  by  the 
Commission. 


Act  (sections  6(c)(2),  15A(g)(2),  and 
17A(b)  (4)  (A) )  apparently  come  into  ef¬ 
fect  If  the  person  changes  employment 
(or  If,  as  a  participant,  the  person  seeks 
entry  to  a  clearing  agency) .  Because  of 
these  circumstances  and,  since  the  sanc¬ 
tion  would  have  been  the  subject  of  a 
notice  to  the  Commission  under  Rule 
19d-l  (or,  for  actions  prior  to  the  1975 
Amendments,  under  previous  informal 
procedures) ,  the  continuance  or  a  subse¬ 
quent  re-entry  of  the  violator  should 
not  require  a  separate  notice  or  continu¬ 
ance  or  re-entry  proceeding.2* 

Accordingly,  to  deal  with  the  above 
two  types  of  problems,  proposed  Rule 
19h-l  has  been  revised  by  the  addition 
of  the  following  paragraph  to  paragraph 
(a)  of  the  Rule,  as  adopted: 

A  notice  need  not  be  filed  with  the 
Commission  pursuant  to  this  rule  if  (1) 
the  person  subject  to  the  statutory  dis¬ 
qualification  is  then  a  participant  in,  a 
member  of,  or  a  person  associated  with 
a  member  of,  another  self -regulatory  or¬ 
ganization,  and  the  proposed  admission 
or  continuance  is  on  essentially  the  same 
terms  and  conditions  as  imposed  in  con¬ 
nection  with  such  person’s  prior  admis¬ 
sion  or  continuance  pursuant  to  an  or¬ 
der  of  the  Commission  under  subpara¬ 
graph  (d)  of  this  rule  or  otherwise,  or 
(2)  the  sole  such  disqualification  con¬ 
sists  of  a  finding  by  the  Commission  or 
a  self -regulatory  organization  of  a  will¬ 
ful  violation  of  the  Act,  the  Securities 
Act  of  1933,  the  Investment  Advisers 
Act  of  1940,  the  Investment  Company 
Act  of  1940,  or  a  rule  or  regulation  under 
one  or  more  of  such  Acts  and  the  sanc¬ 
tion  for  such  violation  is  no  longer  in 
effect. 

Public  availability  of  non-adverse  ac¬ 
tions.  Securities  Exchange  Act  Release 
No.  12561,  in  which  proposed  Rule  19d-l 
was  published  for  public  comment,  con¬ 
tained  a  discussion  of  the  interaction  of 
the  Freedom  of  Information  Act 
(“FOIA”)  and  new  section  24  of  the 
Act  which  provides  that  all  reports  filed 
with  the  Commission  pursuant  to  the 
Act  are  “records"  for  the  purposes  of 
the  FOIA  and,  consequently,  publicly 
available  on  request  (absent  an  exemp¬ 
tion).  Those  provisions  of  new  section 
24  were  derived  verbatim  from  S.  249,  and 
the  report  of  the  Senate  Committee  ac¬ 
companying  that  bill,  in  commenting  on 
the  proposed  procedural  aspects  of  the 
various  types  of  SRO  adjudicatory  pro¬ 
ceedings,  states:  “ 

The  Committee  *  •  *  believes  that  full 
and  adequate  disclosure  of  quasl-adjudlca- 
tory  action  Is  a  matter  of  sufficient  Impor¬ 
tance  not  to  be  left  to  the  “reconsideration” 
of  the  self-regulatory  agencies  (as  recom¬ 
mended  by  a  Commission-appointed  advisory 
committee].  Accordingly,  section  19(d)  would 

“  However,  as  to  those  types  of  sanctions 
which  are  exclusionary  (expulsions,  perma¬ 
nent  bars,  etc.)  there  would  be  a  need,  de¬ 
spite  a  previous  clearance,  for  a  notice  and 
Commission  review  to  determine  whether  a 
new  continuance  or  re-entry  Is  appropriate. 

*  Securities  Acta  Amendments  of  1976,  "Re¬ 
port  of  the  Senate  Committee  on  Banking, 
Housing,  and  Urban  Affairs  to  accompany 
S.  249,"  S.  Rep.  No.  94-76,  94th  Cong.,  1st 
Sess.  (1976),  at  p.  26. 
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require  the  self-regulatory  organization  to 
tile  with  the  appropriate  regulatory  agency 
for  the  self-regulatory  organization,  and  with 
the  appropriate  agency  for  the  member,  par¬ 
ticipant,  applicant  or  other  person  affected 
(If  other  than  the  organization),  notice  of 
all  final  quasi-adjudicatory  actions  affecting 
members  and  nonmembers.  That  agency 
would  have  the  power  to  prescribe  the  In¬ 
formation  to  be  included  In  the  notices,  and 
it  would  be  required  to  make  all  notices 
available  for  public  Inspection  |  Emphasis 
supplied.! 

In  the  Release  the  Commission  invited 
comment  on  the  question  of  whether  re¬ 
ports  <or  “notices”)  to  the  Commission 
where  no  sanction  or  other  adverse  ac¬ 
tion  was  taken  by  an  SRO  should  be 
required  or  be  made  publicly  available. 

Comments  received  from  the  SRO’s 
were  uniformly  opposed  to  making  non- 
adverse  reports  publicly  available,  gen¬ 
erally  on  the  basis  that  such  availability 
might  unnecessarily  damage  the  reputa¬ 
tions  of  firms  and  associated  per¬ 
sons  concerned.” 

In  addition,  commentators  have 
pointed  out  that,  since  section  19(d)(1) 
of  the  Act  requires  reports  of  “final  disci¬ 
plinary  sanctions,”  where  an  SRO  has 
not  imposed  a  disciplinary  sanction  that 
Section  does  not  require  that  a  non-ad- 
verse  report  be  filed  with  the  Commis¬ 
sion.  Indeed,  one  commentator  has  ar¬ 
gued  that  the  Commission  does  not  have 
“jurisdictional  authority”  to  require 
“notice  in  situations  involving  not  guilty 
decisions  and  withdrawal  of  charges”” 
as  Rule  19d-l(c)  would  require.  How¬ 
ever,  these  latter  comments  do  not  con¬ 
sider  the  authority  given  the  Commission 
in  Section  17(a)  of  the  Act  to  require 
national  securities  exchanges,  associa¬ 
tions  and  registered  clearing  agencies  to 
“furnish  *  *  •  such  reports  as  the  Com¬ 
mission.  by  rule,  prescribes  as  necessary 
or  appropriate  in  the  public  interest  *  *  * 
or  otherwise  in  furtherance  of  the  pur¬ 
poses  *  •  *"  of  the  Act.  Accordingly,  the 
authority  of  the  Commission  to  require 
non-adverse  reports,  which  it  believes 
should  be  asserted  here,  is  contained  in 
the  Act. 

After  consideration  of  the  comments 
and  expressions  of  Congressional  senti¬ 
ment  respecting  greater  accountability 
of  public  agencies  “  and  quasi-public  or¬ 
ganizations,3*  the  Commission  has  deter¬ 
mined  to  require  the  filing  and  public 
availability  of  notices  of  non-adverse 
determinations  but  permit  the  SRO  to 
delete  identifying  information  such  as 
the  names  of  innocent  firms  or  indivld- 


Only  one  other  comment  was  received 
and  that  was  also  opposed  to  the  public 
availability  of  non-adverse  determinations. 

>  This  comment  on  “withdrawal  of 
charges”  may  be  an  overstatement  since 
such  action  probably  would  not  be  “final” 
and,  hence,  not  reportable  under  the  Rule, 
he  usual  sense  of  the  term  “withdrawal" 
suggests  the  charges  were  dropped  before 
formal  proceedings  were  held  resulting  In  a 
“final  action." 

**  See  Freedom  of  Information  Act,  5  U.S.C. 
552(b),  Pub.  L.  89-554,  Sept.  0,  1906;  Gov¬ 
ernment  In  the  Sunshine  Act,  6  U.S.C.  552b, 
Pub.  L.  94-400,  f  0(a).  Sept.  IS.  1976. 

*  See  Section  24(a)  of  the  1975  Amend¬ 
ments  and  footnote  36,  supra. 


uals  involved  in  the  matter.  Bearing  in 
mind  the  fact  that  SRO  disciplinary  ac¬ 
tions  are.  as  contemplated,  generally  in¬ 
stituted  and  adjudicated  by  lay  persons 
(i.e.,  business  men  and  women)  who  con¬ 
duct  their  proceedings  in  a  less  formal 
manner  than  governmental  bodies,” 
there  may  well  be  some  unjustified  dam¬ 
age  to  the  business  reputations  of  per¬ 
sons  in  the  securities  industry  which  can 
result  from  full  disclosure  of  their  iden¬ 
tity  when  accused,  but  found  innocent, 
of  misconduct. 

On  the  other  hand,  by  providing  for 
such  notices  of  non-adverse  determina¬ 
tions  by  SRO’s  to  the  Commission,  even 
with  identifying  information  deleted,  the 
Commission  would,  for  oversight  pur¬ 
poses.  be  alerted  promptly  to  the  dismis¬ 
sal  of  charges.  Of  course,  the  Commis¬ 
sion  staff,  in  the  course  of  its  review  of 
the  notice,  could  request  the  production 
of  such  identifying  information  (if  con¬ 
sidered  necessary)."  Furthermore,  dis¬ 
closure  of  the  substantive  aspects  of  a 
non-adverse  determination  by  an  SRO 
may  be  valuable  to  the  brokerage  com¬ 
munity  and  others  In  providing  guidance 
as  to  how  the  SRO  interprets  and  applies 
the  securities  laws,  its  own  rules  and 
those  of  the  Commission. 

For  the  above  reasons,  the  Commission 
has  revised  Rule  19d-l(d)  (1)  to  provide 
that  all  notices  be  publicly  available  but 
that  as  to  non-adverse  notices  the  names 
of  respondents  involved  and  other  iden¬ 
tifying  Information  may,  at  the  option  of 
the  SRO,"  be  deleted. 

Revocation  of  present  Rules  15Ab-l 
and  l5Ag-l  under  the  Act.  Since  the  sub¬ 
ject  matter  of  present  Rules  15Ab-l  and 
15Ag-l  would  now  be  encompassed  by 
the  new  Rules  adopted  herein,  present 
Sections  240.15Ab-l  and  15Ag-l  are 
hereby  rescinded. 

The  texts  of  the  rules  adopted  are  as 
follows : 

§2l0.19d—  I  Notice*  by  self-regulatory 
organizations  of  final  disciplinary 
actions,  denials,  bars,  or  limitations 
respecting  membership,  association, 
participation,  or  access  to  services, 
and  summary  suspensions. 

(a »  General.  If  any  self -regulatory  or¬ 
ganization  for  which  the  Commission  is 
the  appropriate  regulatory  agency  takes 
any  action  described  in  this  rule  to  which 
the  person  affected  thereby  has  con¬ 
sented  and  such  action: 

(1)  Conditions  or  limits  membership 
or  participation  in,  association  with  a 
member  of,  or  access  to  services  offered 
by.  such  organization  or  a  member  there¬ 
of  and 

(2)  Is  based  upon  a  statutory  disqual¬ 
ification  defined  in  Section  3(a)  (39)  of 
the  Act, 


“See,  “In  the  Matter  of  the  NASD,  Inc.,” 
17  SEC  459,  468-70  (1944). 

"See  Section  17(a)(1)  of  the  Act. 

“  In  some  cases,  a  respondent  (perhaps  be¬ 
cause  of  prior  news  stories  of  impending  SRO 
action)  may  desire  that  the  non-adverse  no¬ 
tice  be  made  publicly  available  with  identi¬ 
fying  Information.  Therefore,  Rule  19d-l(d) 
(1)  would  also  provide  for  such  disclosure. 


notice  thereof  shall  be  filed  under  Rule 
19h-l  and  not  under  this  rule. 

(b)  The  notice  requirement  of  section 
19(d)(1)  of  the  Act,  concerning  an  action 
subject  to  such  section  taken  by  a  self- 
regulatory  organization  for  which  the 
Commission  is  the  appropriate  regulatory 
agency,  shall  be  satisfied  by  any  notice 
with  respect  to  such  action  (including  a 
notice  filed  pursuant  to  this  rule)  which 
contains  the  information  required  in  the 
statement  supporting  the  organization’s 
determination  required  by  Section  6(d) 

(1)  or  (2),  Section  15A(h)  (1)  or  (2),  or 
Section  17A(b)  (5)  (A)  or  (B)  of  the  Act, 
as  appropriate. 

(c)  Notice  of  final  disciplinary  action. 
Any  self -regulatory  organization  for 
which  the  Commission  is  the  appropriate 
regulatory  agency  that  takes  any  final 
disciplinary  action  with  respect  to  any 
person  shall  promptly  file  a  notice 
thereof  with  the  Commission  in  accord¬ 
ance  with  paragraph  (d)  hereof.  For  the 
purposes  of  this  rule,  a  “final  disciplinary 
action”  shall  mean  the  imposition  of  any 
final  disciplinary  sanction  pursuant  to 
Section  6(b)(6),  15A(b)(7),  or  17A(b) 
(3>(G)  of  the  Act  or  other  action  of  a 
self-regulatory  organization  which,  after 
notice  and  opportunity  for  hearing,  re¬ 
sults  in  any  final  disposition  of  charges 
of :  ( 1 )  One  or  more  violations  of : 

(1)  The  rules  of  such  organization; 

(ii)  The  provisions  of  the  Act  or  rules 
thereunder;  or 

(iii)  In  the  case  of  a  municipal  securi¬ 
ties  broker  or  dealer,  the  rules  of  the 
Municipal  Securities  Rulemaking  Board; 

(2)  Acts  or  practices  constituting  a 
statutory  disqualification  of  a  type  de¬ 
fined  in  subparagraph  (D)  or  (E)  (except 
prior  convictions)  of  Section  3(a)  (39)  of 
the  Act;  or 

(3)  In  the  case  of  a  proceeding  by  a 
national  securities  exchange  or  registered 
securities  association  based  on  Sections 
6(c)  (3)  (A)  (ii),  6(c)  (3)  (B)  (ii) .  15A(g) 

(3)  (A)  (ii)  or  15A(g)  (3)  (B)  (ii)  of  the 
Act.  acts  or  practices  inconsistent  with 
just  and  equitable  principles  of  trade. 

(d)  Contents  of  notice  required  by 
paragraph  (c) .  Any  notice  filed  pursuant 
to  paragraph  (c)  hereof  shall  consist  of 
the  following,  as  appropriate: 

(1)  The  name  of  the  respondent  con¬ 
cerned  together  with  his  last  known  place 
of  residence  or  business  as  reflected  on 
the  records  of  the  self -regulatory  organi¬ 
zation  and  the  name  of  the  person,  com¬ 
mittee.  or  other  organizational  unit 
which  brought  the  charges  involved;  ex¬ 
cept  that,  as  to  any  respondent  who  has 
been  found  not  to  have  violated  a  provi¬ 
sion  covered  by  a  charge,  identifying  in¬ 
formation  with  respect  to  such  person 
may  be  deleted  insofar  as  the  notice  re¬ 
ports  the  disposition  of  that  charge,  un¬ 
less,  prior  to  the  filing  of  the  notice,  the 
respondent  requests  otherwise; 

(2)  A  statement  describing  the  investi¬ 
gative  or  other  origin  of  the  action; 

(3)  As  charged  in  the  proceeding,  the 
specific  provisions  of  the  Act,  the  rulea 
or  regulations  thereunder,  the  rules  of 
the  organization,  and,  In  the  case  of  a 
registered  securities  association,  the  rules 
of  the  Municipal  Securities  Rulemaking 
Board,  and,  in  the  event  a  violation  of 
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other  statutes  or  rules  constitutes  a  viola¬ 
tion  of  any  rule  of  the  organization,  such 
other  statutes  or  rules;  and  a  statement 
describing  the  answer  of  the  respondent 
to  the  charges; 

(4)  A  statement  setting  forth  findings 
of  fact  with  respect  to  any  act  or  prac¬ 
tice  which  such  respondent  was  charged 
with  having  engaged  in  or  omitted;  the 
conclusion  of  the  organization  as  to 
whether  such  respondent  is  deemed  to 
have  violated  any  provision  covered  by 
the  charges;  and  a  statement  of  the  or¬ 
ganization  in  support  of  the  resolution  of 
the  principal  issues  raised  in  the  proceed¬ 
ings; 

(5)  A  statement  describing  any  sanc¬ 
tion  imposed,  the  reasons  therefor,  and 
the  date  upon  which  such  sanction  has  or 
will  become  effective,  together  with  a 
finding  if  appropriate,  as  to  whether 
such  respondent  was  a  cause  of  any  sanc¬ 
tion  imposed  upon  any  other  person;  and 

(6)  such  other  matters  as  the  organiza¬ 
tion  may  deem  relevant. 

(e)  Notice  of  final  denial,  bar,  prohi¬ 
bition,  termination  or  limitation  based 
on  qualification  or  administrative  rules. 
Any  final  action  of  a  self-regulatory 
organization  for  which  the  Commission 
is  the  appropriate  regulatory  agency 
that  is  taken  with  respect  to  any  per¬ 
son  constituting  a  denial,  bar,  prohibi¬ 
tion,  or  limitation  of  membership,  par¬ 
ticipation  or  association  with  a  member, 
or  of  access  to  services  offered  by  a  self- 
regulatory  organization  or  a  member 
thereof,  and  which  is  based  on  an  al¬ 
leged  failure  of  any  person  to: 

Cl)  Pass  any  test  or  examination  re¬ 
quired  by  the  rules  of  the  Commission 
or  such  organization; 

(2)  Comply  with  other  qualification 
standards  established  by  rules  of  the 
Commission  or  such  organization;  or 

(3)  Comply  with  any  administrative 
requirements  of  such  organization  (in¬ 
cluding  failure  to  pay  entry  or  other 
dues  or  fees  or  to  file  prescribed  forms 
or  reports)  not  involving  charges  of 
violations  which  may  lead  to  a  discipli¬ 
nary  sanction 

shall  not  be  considered  a  “disciplinary 
action”  for  purposes  of  paragraph  (c) 
of  this  rule;  but  notice  thereof  shall 
be  promptly  filed  with  the  Commission 
in  accordance  with  paragraph  (f)  here¬ 
of,  provided,  however,  That  no  disposi¬ 
tion  of  a  matter  shall  be  considered 
“final”  pursuant  to  this  paragraph 
which  results  merely  from  a  notice  of 
such  failure  to  the  person  affected,  if 
such  person  has  not  sought  an  adjudica¬ 
tion,  including  a  hearing,  or  otherwise 
exhausted  his  administrative  remedies 
within  such  organization  with  respect  to 
such  a  matter. 

(f)  Contents  of  notice  required  by 
paragraph  (e) .  Any  notice  filed  pursuant 
to  paragraph  (e)  hereof  shall  consist  of 
the  following,  as  appropriate; 

(1)  The  name  of  each  person  con¬ 
cerned  together  with  his  last  known 
place  of  residence  or  business  as  re¬ 
flected  on  the  records  of  the  organiza¬ 
tion; 

(2)  The  specific  provisions  of  the  Act, 
the  rules  or  regulations  thereunder,  the 


rules  of  the  organization,  and,  in  the 
case  of  a  registered  securities  associa¬ 
tion,  the  rules  of  the  Municipal  Securi¬ 
ties  Rulemaking  Board,  upon  which  the 
action  of  the  organization  was  based, 
and  a  statement  describing  the  answer 
of  the  person  concerned; 

(3)  A  statement  setting  forth  findings 
of  fact  and  conclusions  as  to  each  alleged 
failure  of  the  person  to  pass  any  re¬ 
quired  examination,  comply  with  other 
qualification  standards,  or  comply  with 
administrative  obligations,  and  a  state¬ 
ment  of  the  organization  in  support  of 
the  resolution  of  the  principal  issues 
raised  in  the  proceeding ; 

(4)  The  date  upon  which  such  action 
has  or  will  become  effective;  and 

(5)  Such  other  matters  as  the  or¬ 
ganization  may  deem  relevant. 

<g)  Notice  of  final  action  based  upon 
prior  adjudicated  statutory  disqualifica¬ 
tions.  Any  self -regulatory  organization 
for  which  the  Commission  is  the  appro¬ 
priate  regulatory  agency  that  takes  any 
final  action  with  respect  to  any  person 
which: 

(1)  Denies  or  conditions  membership 
or  participation  in,  or  association  with 
a  member  of,  such  organization  or  pro¬ 
hibits  or  limits  access  t'  services  offered 
by  such  organization  or  a  member  there¬ 
of;  and 

(2)  Is  based  upon  a  statutory  disquali¬ 
fication  of  a  type  defined  in  subpara¬ 
graph  (A),  (B),  or  (C)  of  section  3(a) 
(39)  of  the  Act  or  consisting  of  a  prior 
conviction,  as  described  in  subparagraph 
(E)  of  said  Section  3(a)  (39>,  shall 
promptly  file  a  notice  of  such  action  with 
the  Commission  in  accordance  with 
paragraph  (h)  hereof,  provided,  however. 
That  no  disposition  of  a  matter  shall  be 
considered  “final”  pursuant  to  this  para¬ 
graph  where  such  person  has  not  sought 
an  adjudication,  including  a  hearing,  or 
otherwise  exhausted  his  administrative 
remedies  within  such  organization  with 
respect  to  such  a  matter. 

(h)  Contents  of  notice  required  by 
paragraph  (g) .  Any  notice  filed  pursuant 
to  paragraph  (g)  hereof  shall  consist  of 
the  following,  as  appropriate : 

(1)  The  name  of  the  person  concerned 
together  with  his  last  known  place  of 
residence  or  business  as  reflected  on  the 
record  of  the  organization; 

(2)  A  statement  setting  forth  the 
principal  issues  raised,  the  answer  of  any 
person  concerned,  and  a  statement  of  the 
organization  in  support  of  the  resolu¬ 
tion  of  the  principal  issues  raised  in  the 
proceeding; 

(3)  Any  description  furnished  by  or  on 
behalf  of  the  person  concerned  of  the 
activities  engaged  in  by  the  person  since 
the  adjudication  upon  which  the  dis¬ 
qualification  is  based; 

(4)  Any  description  furnished  by  or  on 
behalf  of  the  person  concerned  of  the 
prospective  business  or  employment  in 
which  the  person  plans  to  engage  and 
the  manner  and  extent  of  supervision 
to  be  exercised  over  and  by  such  person; 

(5)  A  copy  of  the  order  or  decision  of 
the  court,  the  Commission  or  the  self- 
regulatory  organization  which  adjudi¬ 
cated  the  matter  giving  rise  to  such  stat¬ 
utory  disqualification; 


(6)  The  nature  of  the  action  taken 
and  the  date  upon  which  such  action  is 
to  be  made  effective ;  and 

(7)  Such  other  matters  as  the  organi¬ 
sation  deems  relevant. 

(1)  Notice  of  summary  suspension  of 
membership,  participation,  or  associa¬ 
tion,  or  summary  limitation  or  prohibi¬ 
tion  of  access  to  services.  It  any  self- 
regulatory  organization  for  which  the 
Commission  is  the  appropriate  regulatory 
agency  summarily  suspends  a  member, 
participant,  or  person  associated  with  a 
member,  or  summarily  limits  or  pro¬ 
hibits  any  person  with  respect  to  access 
to  or  services  offered  by  the  organization 
or  (in  the  case  of  a  national  securities 
exchange  or  a  registered  securities  as¬ 
sociation)  a  member  thereof  pursuant  to 
the  provisions  of  section  6(d)(3),  15A 
(h)  (3)  or  17A(b)  (5)  (C)  of  the  Act,  such 
organization  shall,  within  24  hours  of  the 
effectiveness  of  such  summary  suspen¬ 
sion,  limitation  or  prohibition  notify  the 
Commission  of  such  action,  which  notice 
shall  contain  at  least  the  following  in¬ 
formation: 

(1)  The  name  of  the  person  concerned 
together  with  his  last  known'  place  of 
residence  or  business  as  reflected  on  the 
records  of  the  organization; 

(2)  The  date  upon  which  such  sum¬ 
mary  action  has  or  will  become  effective; 

(3)  If  such  summary  action  is  based 
upon  the  provisions  of  section  6(d)(3) 

(A) ,  15A(h)  (3)  (A),  or  17A(b)  (5)  (C)  (i) 
of  the  Act,  a  copy  of  the  relevant  order 
or  decision  of  the  self -regulatory  organi¬ 
zation; 

(4)  If  such  summary  action  is  based 
upon  the  provisions  of  section  6(d)(3) 

(B)  or  <C>.  15A(h>(3)  (B)  or  CO,  or 
17A<b)  (5)  (C)  (ii)  or  (iii)  of  the  Act,  a 
statement  describing,  as  appropriate: 

(i)  The  financial  or  operating  diffi¬ 
culty  of  the  member  or  participant  upon 
which  such  organization  determined  the 
member  or  participant  could  not  be  per¬ 
mitted  to  continue  to  do  business  with 
safety  to  investors,  creditors,  other 
members  or  participants,  or  the  organi¬ 
zation; 

(ii)  The  pertinent  failure  to  meet 
qualification  requirements  or  other  pre¬ 
requisites  for  access  and  the  basis  upon 
which  such  organization  determined 
that  the  person  concerned  could  not  be 
permitted  to  have  access  with  safety  to 
investors,  creditors,  other  members,  or 
the  organization;  or 

(iii)  The  default  of  any  delivery  of 
funds  or  securities  to  a  clearing  agency 
by  a  participant. 

(5)  The  nature  and  effective  date  of 
the  suspension,  limitation  or  prohibi¬ 
tion;  and 

(6)  Such  other  matters  as  the  organi¬ 
zation  deems  relevant. 

§  240. 19d— 2  Applirations  for  stays  of 
disciplinary  sanctions  or  summary 
suspensions  by  a  self-regulatory  or¬ 
ganization. 

If  any  self -regulatory  organization 
imposes  any  final  disciplinary  sanction 
pursuant  to  section  6(b)(6),  15A(b)  (7) 
or  17A(b)  (3)  (G)  of  the  Act,  or  sum¬ 
marily  suspends  or  limits  or  prohibits 
access  pursuant  to  section  6(d)  (3),  15A 
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(h)  (3)  or  17A(b)  (5)  (C)  of  the  Act,  any 
person  aggrieved  thereby  for  which  the 
Commission  is  the  appropriate  regula¬ 
tory  agency  may  file  with  the  Commis¬ 
sion,  by  telegram  or  otherwise,  a  request 
for  a  stay  of  imposition  of  such  action. 
Such  request  shall  be  in  writing  and 
shall  include  a  statement  as  to  why  such 
stay  should  be  granted. 

§  240. 19d— 3  Application*  for  review  of 
final  disciplinary  sanctions,  denials 
of  membership,  participation  or  asso¬ 
ciation,  or  prohibitions  or  limitations 
of  access  to  services  imposed  by  self 
regulatory  organizations. 

(a)  Proceedings  on  an  application  to 
the  Commission  under  section  19(d)(2) 
of  the  Act  for  review  of  any  final  discipli¬ 
nary  sanction,  denial  or  conditioning  of 
membership,  association  or  participa¬ 
tion,  or  prohibition  or  limitation  with 
respect  to  access  to  services  offered  by  a 
self -regulatory  organization  or  a  mem¬ 
ber  thereof  by  any  such  organization 
shall  be  governed  by  this  rule. 

(b)  An  application  for  review  pursuant 
to  section  19(d)(2)  of  the  Act  shall  be 
filed  with  the  Commission  within  30  days 
after  notice  thereof  was  filed  pursuant  to 
section  19(d)  (1)  of  the  Act  and  received 
by  the  aggrieved  person  applying  for  re¬ 
view,  or  within  such  longer  period  as  the 
Commission  may  determine.  The  Secre¬ 
tary  of  the  Commission  shall  serve  a  copy 
of  the  application  on  the  self -regulatory 
organization,  which  shall,  within  ten 
days  after  receipt  of  the  application, 
certify  and  file  with  the  Commission  one 
copy  of  the  record  upon  which  the  action 
complained  of  was  taken,  together  with 
seven  copies  of  an  index  to  such  record. 
The  Secretary  shall  serve  upon  the  par¬ 
ties  copies  of  such  index  and  any  papers 
subsequently  filed. 

(c)  Within  20  days  after  receipt  of  a 
copy  of  the  index,  the  applicant  shall  file 
a  brief  or  other  statement  in  support  of 
his  application  which  shall  state  the 
specific  grounds  on  which  the  application 
is  based,  the  particular  findings  of  the 
organization  to  which  objection  is  taken, 
and  the  relief  sought.  Any  application 
not  perfected  by  such  timely  brief 
or  statement  may  be  dismissed  as 
abandoned. 

(d)  Within  20  days  after  receipt  of  the 
applicant’s  brief  or  statement,  the  or¬ 
ganization  may  file  an  answer  thereto, 
and  within  10  days  of  receipt  of  any  such 
answer  the  applicant  may  file  a  reply. 
Any  such  papers  not  filed  within  the  time 
provided  by  paragraphs  (b),  (c)  or  (d) 
will  not  be  received  except  upon  special 
permission  of  the  Commission. 

(e)  On  its  own  motion,  the  Commission 
may  direct  that  the  record  under  review 
be  supplemented  with  such  additional 
evidence  as  it  may  deem  relevant.  Never¬ 
theless,  the  self -regulatory  organization 
and  persons  who  may  be  aggrieved  by  its 
action  shall  be  obliged  to  adduce  all 
evidence  that  they  deem  relevant  in  the 
proceedings  before  the  organization,  and 
no  such  person  shall  be  entitled  to  ad¬ 
duce  additional  evidence  unless  he  shows 
to  the  satisfaction  of  the  Commission 
that  such  additional  evidence  is  material 
and  that  there  were  reasonable  grounds 


for  his  failure  to  adduce  such  evidence  in 
such  proceedings.  Any  request  for  leave 
to  adduce  additional  evidence  shall  be 
filed  promptly  so  as  not  to  delay  the  dis¬ 
position  of  the  proceeding. 

(f)  Oral  argument  before  the  Com¬ 
mission  may  be  requested  by  the  ap¬ 
plicant  or  the  organization  as  follows: 

(1)  By  the  applicant  with  his  brief  or 
statement  or  within  10  days  after  receipt 
of  the  organization’s  answer,  or  (2)  by 
the  organization  with  its  answer.  The 
Commission,  in  its  discretion,  may  grant 
or  deny  any  request  for  oral  argument 
and,  where  it  deems  it  appropriate  to 
do  so,  the  Commission  will  consider  an 
aDpllcation  on  the  basis  of  the  papers 
filed  by  the  parties,  without  oral  argu¬ 
ment. 

(g)  The  Rules  of  Practice  (17  CFR 
201)  shall  apply  to  review  proceedings 
under  this  rule  to  the  extent  that  they 
are  not  inconsistent  with  this  rule.  At¬ 
tention  is  directed  particularly  to  Rule 
22  of  the  Rules  of  Practice  (17  CFR 
201.22)  relating  to  the  form  of  papers 
and  number  of  copies  to  be  filed. 

§  240.19h— 1  Notice  by  a  self-regulatory 
organization  of  proposed  admission 
to  or  continuance  in  membership  or 
participation  or  association  with  a 
member  or  any  person  subject  to  a 
statutory  disqualification,  and  appli¬ 
cations  to  the  Commission  for  relief 
therefrom. 

(a)  Notice  of  admission  or  continu¬ 
ance  notwithstanding  a  statutory  dis¬ 
qualification.  (1)  Any  self -regulatory 
organization  proposing,  conditionally  or 
unconditionally,  to  admit  or  continue 
any  person  in  membership  or  participa¬ 
tion  or  ( in  the  case  of  a  national  securi¬ 
ties  exchange  or  registered  securities 
association)  association  with  a  member, 
notwithstanding  a  statutory  disqualifi¬ 
cation  as  to  such  person  defined  in  sec¬ 
tion  3(a)  (39)  of  the  Act,  shall  file  a 
notice  with  the  Commission  of  such 
proposed  admission  or  continuance.  If 
such  person  has  not  consented  to  such 
proposal,  notice  of  the  organization’s 
action  shall  be  filed  pursuant  to  Rule 
19d-l  under  the  Act  and  not  under  this 
Rule. 

(2)  With  respect  to  a  person  asso¬ 
ciated  with  a  member  of  a  national 
securities  exchange  or  registered  securi¬ 
ties  association,  notices  need  be  filed 
with  the  Commission  pursuant  to  this 
rule  only  if  such  person  (i)  controls 
such  member  or  is  a  general  partner  or 
officer  (or  person  occupying  a  similar 
status  or  performing  similar  functions) 
or  an  employee  of  such  member,  or  (ii) 
is  a  broker  or  dealer  not  registered  with 
the  Commission,  or  controls  such  (un¬ 
registered)  broker  or  dealer  or  is  a  gen¬ 
eral  partner  or  officer  (or  person  occupy¬ 
ing  a  similar  status  or  performing  similar 
functions)  of  such  broker  or  dealer. 

(3)  A  notice  need  not  be  filed  with  the 
Commission  pursuant  to  this  rule  if  (i) 
the  person  subject  to  the  statutory  dis¬ 
qualification  is  then  a  participant  in,  a 
member  of,  or  a  person  associated  with 
a  member  of,  another  self -regulatory  or¬ 
ganization,  and  the  proposed  admission 
or  continuance  is  on  essentially  the  same 


terms  and  conditions  as  imposed  in  con¬ 
nection  with  such  person’s  prior  admis¬ 
sion  or  continuance  pursuant  to  an  order 
of  the  Commission  under  paragraph  (d) 
of  this  section  or  otherwise,  or  (ii)  the 
sole  such  disqualification  consists  of  a 
finding  by  the  Commission  or  a  self-regu¬ 
latory  organization  of  a  willful  viola¬ 
tion  of  the  Act,  the  Securities  Act  of 
1933,  the  Investment  Advisers  Act  of  1940, 
the  Investment  Company  Act  of  1940,  or 
a  rule  or  regulation  under  one  or  more 
of  such  Acts  and  the  sanction  for  such 
violation  is  no  longer  in  effect. 

(4)  The  notice  requirements  of  sec¬ 
tion  6(c)(2),  15A(g)  (2) ,  17A(b)  (A)  or 
19(d)(1)  of  the  Act  concerning  an  action 
of  a  self-regulatory  organization  subject 
to  one  (or  more)  of  such  section  and  this 
paragraph  shall  be  satisfied  by  a  notice 
with  respect  to  such  action  filed  in  ac¬ 
cordance  with  paragraph  (c)  of  this  rule. 

(b)  If  a  notice  has  been  previously 
filed  pursuant  to  this  rule  by  a  self-regu-' 
latory  organization,  any  other  such  or¬ 
ganization  need  not  file  a  separate  notice 
pursuant  to  this  rule  with  respect  to  the 
same  matter  if  such  other  organization 
agrees  with  the  terms  and  conditions  of 
the  notice  so  filed. 

(c)  Contents  of  notice  of  admission  or 
continuance.  A  notice  filed  with  the 
Commmission  pursuant  to  paragraph 
(a)  hereof  shall  contain  the  following: 

(1)  The  name  of  the  person  concerned 
together  with  his  last  known  place  of 
residence  or  business  as  reflected  on  the 
records  of  the  organization : 

(2)  The  basis  for  any  such  disquali¬ 
fication  *  from  membership,  participa¬ 
tion  or  association  including  (if  based  on 
a  prior  adjudication)  a  copy  of  the  order 
or  decision  of  the  court,  the  Commission 
or  the  self-regulatory  organization  which 
adjudicated  the  matter  giving  rise  to 
such  disqualification; 

(3)  In  the  case  of  an  admission,  the 
date  upon  which  it  is  proposed  by  the  or¬ 
ganization  that  such  membership,  par¬ 
ticipation  or  association  shall  become  ef¬ 
fective.  which  shall  be  not  less  than  30 
days  from  the  date  upon  which  the  Com¬ 
mission  receives  the  notice; 

(4)  A  description  by  or  on  behalf  of 
the  person  concerned  of  the  activities  en¬ 
gaged  in  by  the  person  since  the  dis¬ 
qualification  arose,  the  prospective  busi¬ 
ness  or  employment  in  which  the  person 
plans  to  engage  and  the  manner  and 
extent  of  supervision  to  be  exercised  over 
and  by  such  person; 

(5)  If  a  hearing  on  the  matter  has 
been  held  by  the  organization,  a  certi¬ 
fied  record  of  the  hearing  together  with 
copies  of  any  exhibits  introduced  therein; 

(6)  An  identification  of  any  other  self- 
regulatory  organization  which  has  indi¬ 
cated  its  agreement  with  the  terms  and 
conditions  of  the  proposed  admission  or 
continuance;  and 

(7)  Such  other  matters  as  the  organi¬ 
zation  or  person  deems  relevant. 

If  the  notice  contains  assertions  of 
material  facts  not  a  matter  of  record  be¬ 
fore  the  self -regulatory  organization, 
such  facts  shall  be  sworn  to  by  affidavit. 
The  notice  may  be  accompanied  by  a 
brief. 
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(d)  Application  to  the  Commission  for 
relief  from  certain  statutory  disqualifi¬ 
cations.  The  filing  of  a  notice  pursuant  to 
paragraph  (a)  of  this  section  shall 
neither  affect  nor  foreclose  any  action 
which  the  Commission  may  take  with 
respect  to  such  person  pursuant  to  the 
provisions  of  section  15(b)  or  19(h)  of 
the  Act  or  any  rule  thereunder.  Accord¬ 
ingly,  a  notice  filed  pursuant  to  para¬ 
graph  (a)  hereof  with  respect  to  the 
membership,  participation,  or  associa¬ 
tion  of  any  person  subject  to  an  “appli¬ 
cable  disqualification,”  as  defined  in 
paragraph  (f)  of  this  rule,  may  be  ac¬ 
companied  by  an  application  by  or  on 
behalf  of  the  person  concerned  to  the 
Commission  for  an  order  declaring,  as 
applicable,  that  notwithstanding  such 
disqualification,  the  Commission: 

( 1 )  Will  not  institute  proceedings  pur¬ 
suant  to  section  15(b)(1)(B),  15(b)(4), 
15(b)(6)  or  19(h)  (2)  or  (3)  of  the  Act 
if  such  person  seeks  to  obtain  or  con¬ 
tinue  registration  as  a  broker  or  dealer 
or  association  with  a  broker  or  dealer  so 
registered,  or  membership  or  participa¬ 
tion  in  a  self -regulatory  organization; 

(2)  Will  not  direct  otherwise,  as  pro¬ 
vided  in  section  6(c)(2),  15A(g)(2)  or 
17A<b)  (4)  (A)  of  the  Act;  and 

(3)  Will  deem  such  person  qualified 
pursuant  to  Rules  15b8-2  under  the  Act. 

The  Commission  may,  in  its  discretion 
and  subject  to  such  terms  and  condi¬ 
tions  as  it  deems  necessary,  issue  such  an 
order  if  it  finds  it  appropriate  in  the 
public  interest,  for  the  protection  of  in¬ 
vestors,  or  otherwise  in  furtherance  of 
the  purposes  of  the  Act. 

(e)  Contents  of  application  to  the 
Commission.  An  application  to  the  Com¬ 
mission  pursuant  to  paragraph  (d)  of 
this  rule  shall  consist  of  the  following,  as 
appropriate: 

(1)  The  name  of  the  person  subject  to 
the  disqualification  together  with  his  last 
known  place  of  residence  or  business  as 
reflected  on  the  records  of  the  organiza¬ 
tion; 

(2)  A  copy  of  the  order  or  decision  of 
the  court,  the  Commission  or  the  self- 
regulatory  organization  which  adjudi¬ 
cated  the  matter  giving  rise  to  such  “ap¬ 
plicable  disqualification”; 

(3)  The  nature  of  the  relief  sought 
and  the  reasons  therefor; 

(4)  A  description  of  the  activities  en¬ 
gaged  in  by  the  person  since  the  disqual¬ 
ification  arose: 

(5)  A  description  of  the  prospective 
business  or  employment  in  which  the  per¬ 


son  plans  to  engage  and  the  manner  and 
extent  of  supervision  to  be  exercised  over 
and  by  such  person; 

(6)  If  a  hearing  on  the  matter  has 
been  held  by  the  organization,  a  certified 
copy  of  the  hearing  record,  together  with 
copies  of  any  exhibits  introduced  there¬ 
in; 

(7)  And  such  other  matters  as  the  or¬ 
ganization  or  person  deems  relevant. 

If  the  application  contains  assertions 
of  material  facte  not  a  matter  of  record 
before  the  organization,  such  facte  shall 
be  sworn  to  by  affidavit.  The  application 
may  be  accompanied  by  a  brief.  If  any 
information  called  for  in  this  paragraph 
is  already  contained  in  an  application 
filed  with  the  Commission  in  accordance 
with  paragraph  (b)  of  Rule  15b8-2  under 
the  Act  concerning  the  same  proposed 
employment,  such  information  may  be 
incorporated  by  reference  in  the  appli¬ 
cation  pursuant  to  this  Rule. 

(f)  Definitions.  For  purposes  of  this 
rule: 

(1)  The  term  “applicable  disqualifi¬ 
cation'’  shall  mean: 

(1)  Any  effective  order  of  the  Com¬ 
mission  pursuant  to  section  15(b)  (4) 
or  (6)  or  19(h)  (2)  or  (3)  of  the  Act — 

(A)  Revoking,  suspending  or  placing 
limitations  on  the  registration,  activi¬ 
ties,  functions,  or  operations  of  a  broker 
or  dealer; 

(B)  Suspending,  barring,  or  placing 
limitations  on  the  association,  activi¬ 
ties,  or  functions  of  an  associated  per¬ 
son  of  a  broker  or  dealer; 

(C)  Suspending  or  expelling  any  per¬ 
son  from  membership  or  participation 
in  a  self-regulatory  organization;  or 

<D)  Suspending  or  barring  any  per¬ 
son  from  being  associated  with  a  mem¬ 
ber  of  a  national  securities  exchange  or 
registered  securities  association;  or 

(ii)  Any  conviction  or  injunction  of  a 
type  described  in  section  15(b)(4)  (B) 
or  (C)  of  the  Act. 

(2)  The  term  “control”  shall  mean 
the  power  to  direct  or  cause  the  direc¬ 
tion  of  the  management  or  policies  of 
a  company  whether  through  ownership 
of  securities,  by  contract  or  otherwise; 
provided,  however.  That 

(i)  Any  person  who,  directly  or  in¬ 
directly,  (A)  has  the  right  to  vote  10 
percent  or  more  of  the  voting  securi¬ 
ties,  (B)  is  entitled  to  receive  10  per¬ 
cent  or  more  of  the  net  profits,  or  (C) 
is  a  director  (or  person  occupying  a 
similar  status  or  performing  similar 
functions)  of  a  company  shall  be  pre¬ 


sumed  to  be  a  person  who  controls  such 
company; 

(ii)  Any  person  not  covered  by  para¬ 
graph  (i)  shall  be  presumed  not  to  be 
a  person  who  controls  such  company; 
and 

(iii)  Any  presumption  may  be  rebutted 
on  an  appropriate  showing. 

(g)  Where  it  deems  it  appropriate  to 
do  so,  the  Commission  may  grant  or 
deny  an  application  filed  pursuant  to 
paragraph  (d)  of  this  section  on  the  basis 
of  the  papers  filed  by  the  parties,  with¬ 
out  oral  hearing.  Any  request  for  oral 
hearing  or  argument  should  be  sub¬ 
mitted  with  the  application. 

(h)  The  Rules  of  Practice  (17  CFR 
201)  shall  apply  to  proceedings  under 
this  rule  to  the  extent  that  they  are  not 
inconsistent  with  this  rule. 

The  Securities  and  Exchange  Com¬ 
mission  acting  pursuant  to  the  Act,  and 
particularly  sections  6,  11A,  15,  15A,  17, 
17A,  19  and  23  hereby  adopts  8  240. 19d- 
1,  2  and  3,  and  19h-l  of  Title  17  of  the 
Code  of  Federal  Regulations  effective 
August  15,  1977.  The  revisions  made  in 
I  240.19d-l(d) .  19h-l(a)  and  (f)(2)  as 
originally  proposed  are  either  technical 
in  nature  or  make  the  proposed  require¬ 
ments  less  restrictive;  accordingly,  the 
Commission  finds,  pursuant  to  the  Ad¬ 
ministrative  Procedure  Act  (5  U.S.C. 
1001  et  seq.),  that  further  notice  and 
public  procedure  are  not  necessary. 

The  Commission  also  finds  that  adop¬ 
tion  of  Rules  19d-l,  2  and  3,  and  19h-l 
should  reduce  burdens  on  competition 
by  making  uniform  reporting  obligations 
of  all  self-regulatory  organizations  for 
their  adjudicatory  and  other  specified 
actions,  and  procedures  for  applications 
for  stays  and  appeals,  relating  to  those 
actions. 

Furthermore,  to  the  extent  that  those 
requirements  impose  a  burden  on  com¬ 
petition,  such  burdens  are  necessary 
and  appropriate  in  furtherance  of  the 
purposes  of  the  Act,  particularly  in  view 
of  the  Congressional  directive  embodied 
in  Section  19  of  the  Act  that  the  Com¬ 
mission  oversee  self -regulatory  organi¬ 
zation  performance  and  adopt  regula¬ 
tions  implementing  the  notice  and  re¬ 
view  procedures  therein  contained. 

By  the  Commission. 

George  A.  Fitzsimmons, 
Secretary. 

July  8,  1977. 

(FR  Doc.77-20195  Filed  7-13-77;8:46  am) 
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